CIB, CONVENTION AND TOURISM FUNDING SOLUTIONS TASK FORCE

DATE: December 9, 2009

CALLED TO ORDER: 6:07 p.m.

ADJOURNED: 6:57 p.m.

ATTENDANCE
ATTENDING MEMBERS ABSENT MEMBERS
Michael McQuillen, Chairman Paul Okeson

Jackie Nytes
Joanne Sanders
Ryan Vaughn

AGENDA
Presentation on Indianapolis Convention Business and Related Financial Implications -

James Wallace, Chief Financial Officer, Indianapolis Convention & Visitors Association,
and Phil Ray, Chairman of the Board, Hotel and Lodging Association




CIB, CONVENTION AND TOURISM FUNDING SOLUTIONS TASK FORCE

The CIB, Convention and Tourism Funding Solutions Task Force of the City-County Council
met on Wednesday, December 9, 2009. Chairman Michael McQuillen called the meeting to
order at 6:07 p.m. with the following members present: Jackie Nytes, Joanne Sanders and

Ryan Vaughn. Paul Okeson was absent. Also in attendance was Councillor Bob Cockrum.

Chairman McQuillen asked all members to introduce themselves and state which district they
represent. He said that Paul Okeson is unable to attend the meeting due to a family
obligation. Chairman McQuillen introduced James Wallace, Senior Vice President of
Finance, Administration and Technology, Indianapolis Convention & Visitors Association
(ICVA), and Phil Ray, General Manager, Omni Severin Hotel and President, Greater
Indianapolis Lodging Association (GILA). Chairman McQuillen stated that there was a report
commissioned by both organizations that looked at some of the issues that are currently
going on with funding shortfalls and with the way that the convention and tourism business
operates in Indianapolis. He asked Mr. Wallace and Mr. Ray to give a summary of the report.

Mr. Wallace said that he has been with the ICVA for nearly 20 years. Mr. Wallace said that it
has been tremendous to see the changes that have taken place in Indianapolis over the last
30 years. He said that downtown has really improved since the building of the original
Indiana Convention Center. He said that many significant improvements have been made,
including the new Indianapolis Airport, Lucas Oil Stadium, the proposed Convention Center
expansion, and the addition of 1,600 hotel rooms at the Marriott Place; and the City is poised
to move forward to even greater things. Mr. Wallace said that there is a great opportunity to
leverage the convention and meetings industry, as well as leisure travel, to increase
economic impact to the City. He said, over the last several years, the ICVA has averaged
between 35 and 40 city-wide conventions and many others at their single property meetings.
On average, these conventions brought in over $420 million a year in economic impact and
represent about 525,000 room nights. Mr. Wallace said with the Convention Center
expansion and additional hotel rooms, it is believed that the economic impact can be
increased to $680,000 or 850,000 room nights. He said they began marketing the expanded
facilities in mid-2008 to take advantage of the economic opportunities. He said that
conventions generally make commitments five to seven years in advance, and ICVA is
working to maximize the use of the expanded facilities when they open in 2011.

Mr. Wallace distributed a room-night booking analysis and estimate (attached as Exhibit A)
and an eight-year outlook (attached as Exhibit B). He said that the chart on the bottom of
Exhibit A illustrates ICVA’s belief that 850,000 room nights can be reached over the next
several years. He said that the difference between the goal pace and the amount on the
books indicates where ICVA would like to be and where they need to be in order to hit these
goals. Mr. Wallace said in order to work toward the goals, ICVA must maximize their
convention sales efforts, focusing on the short-term placements, especially in years 2011 thru
2014. He said they also must expand their leisure marketing efforts to place business in the
years 2011 thru 2014. He said they are usually unable to book conventions short-term, but
they were recently able to book Custom Electronic Design and Installation Association
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(CEDIA) for home theatres with 34,000 room nights. Mr. Wallace said there are a few
challenges to implement their goals, so they did a few things to address the challenges:

e Make certain to have the right team in place.

o Atthe end of 2008, ICVA evaluated and made changes in their team.

» Reduced head count by about 10%.

* Focused all efforts on direct sales.

* Need additional financial resources

o After much lobbying at the state and local level, ICVA, with the help of the City-
County Council, has successfully approved the CIB’s 2010 budget.

* This increased ICVA’s contract.

* Must be competitive with other cities in the country going after conventions.

o Over the years, a process was developed with the CIB where a fund of up to
$750,000 could be used to offset the rack rate for conventions to the lowest
amount that the market could bear.

* This was found to be inaccurate going into the future, so ICVA has been
working with the Council and the CIB to find the best ways to address
this issue.

» [CVA presented before the CIB the need for multiple groups to have
pricing adjustments, so that the CIB could continue to pursue them.

e Make sure that the ICVA is following the best practices.

o The ICVA commissioned Dave Ratcliffe, Ratcliffe Company, to evaluate all of
their practices from a sales perspective (this is the report to which Chairman
McQuillen referred).

= This report was initially done in March of 2009. Mr. Ratcliff
recommended the following:

¢ Improve coordination between the ICVA and the CIB in all areas,
including site visits, sales process, how clients are serviced and
alignment of goals.
e Development of a business evaluation model, so that ICVA can
prioritize their market opportunities.
o Mr. Wallace said that Exhibit B helps the ICVA to
understand where they have the best opportunity to place

business.

o In any given year, in any given month, the ICVA knows how
many room night commitments they would like to have in
place.

o Many of the highlighted areas on Exhibit B show areas of
need, which allows ICVA the flexibility to go after potential
opportunities, such as rent discounts or other incentives to
compete in the market place.

o ICVA believes that the business evaluation model is the
right approach to put in place so that a proper, consistent
evaluation of groups can be done.
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Councillor Sanders said that most of what has happened with the CIB has been played out in
the media and sometimes that information taints the discussion. She said as she recalls,
CEDIA left the City because the Convention Center was too small to accommodate the
growth in the size of their exhibit. Mr. Wallace confirmed Councillor Sanders’ statement and
said that CEDIA was with the City until 2004. He said after being in two cities, CEDIA has
determined that Indianapolis will be a great fit after the expansion of the Convention Center.

Mr. Ray distributed a summary of his statement (attached as Exhibit C). He said that they
also hired Dave Ratcliffe to do a report called the competitive analysis for best practices
review. This report looked at the practice that 12 different cities use in their convention
centers. He said this report was completed on October 23, 2009, and then an amendment
was done on October 20, 2009. Mr. Ray said that the biggest concern is how to overcome
any obstacles that are stopping sales processes and keeping the City from being competitive
and able to convert as many business opportunities as possible. He said that ICVA's
$750,000 fund, referenced in Exhibit C, was used to entice business and make deals to book
conventions. However, data has shown that this practice has become outdated. Mr. Ray
said that Exhibit C highlights some of the results of the study with respect to the biggest
concerns and recommended changes in order for the City to be successful. He read through
the key findings.

Councillor Sanders asked what kind of competition there is between the national efforts to
make sure that hotels are full and the ICVA'’s efforts to coordinate timeframes for
conventions. She said that she assumes that most of the hotels in the downtown area that
serve the convention industry are national chains that have their own agendas. Mr. Ray said
that the hotel industry wants to bring in all national brands and sales teams to see the City in
order to bring business into the City. Councillor Sanders asked how that coordinates with the
efforts of ICVA and event planners at the Convention Center so that business is not turned
away due to miscommunication. Mr. Wallace answered that all of the hotels are needed to
work together in order to attract a city-wide event. He said that Indianapolis is fortunate to
have hotels that are committed to working together as a group. There are competing needs
at times, but they are typically overcome by working together. Mr. Ray added that
Indianapoilis is the best city where the hotel community and the ICVA work well together, and
everybody understands that their business will be successful if the City is successful. For
example, for the Final Four, all of the hotels must commit in the 99.2% availability just to bid
on the event.

Chairman McQuillen commented that shared efficiencies and working together is one of the
areas he believes that the Task Force can impact more easily than the eventual regional
solution. He said that another area they would like to look at with ICVA, the CIB, Indianapolis
Downtown, Inc. (IDI), and other such groups are other places to find shared efficiencies.

Councilior Vaughn thanked ICVA and the Hotel and Lodging Association, as these two
organizations were more helpful during the most recent legislation in assembling information
and communicating with Councillors. He asked, with regard to the $750,000 fund in relation
to yield management, if the fund is insufficient to accomplish the desired task or if the fund
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model is ineffective in the sense of handling discounts. Mr. Ray answered that both concepts
are true, because the fund has basically been maxed out and mortgaged to secure current
business, so there is very limited dollars going forward in the next several years. He said he
believes the model is ineffective because in competing with other cities, some of those cities
may offer free building rent because they see that they are being more than compensated by
the taxes that are being generated. Councillor Vaughn asked what amount would be
sufficient to handle offering discounts. Mr. Ray answered that he does not believe that the
model makes sense or that money is the issue. Councillor Vaughn asked what model would
work best to give the best return to the City, and who has the authority to manage that yield.
Mr. Wallace answered that part of the issue is that the fund is not actual money that is being
spent, it is an established amount. For example, a car sells new for $20,000, but there is a
sticker in the window for $40,000. This is an example of selling the car at the market rate of
$20,000. He said that the $750,000 fund is simply money that is not being charged because
the market will not bear the rate. Councillor Vaughn asked if the market rate that the City can
charge for hotel and convention services is less than what it costs to operate and maintain
the facilities. Mr. Wallace said, in general, most convention centers operate at a loss in terms
of building operations across the country. He said that most cities look at the economic
impact and the overall taxes, such as sales tax, property tax, and income tax, that are
collected. He said this is also the case with Indianapolis, and when the economy was better,
the City was able to turn a profit, even at the Convention Center level. However, the City is
now at a competitive disadvantage, because although Indianapolis’ package as a whole is
better than most cities across the country, some other cities offer better incentives.

Councillor Vaughn asked how the City gets to a point of breaking even and at a more
competitive advantage. Mr. Ray answered that it goes back to the total anticipated spend or
how business is evaluated. He said he believes that the Convention Center is only one
component, and this should not be measured simply by that component. He said the cost of
the Convention Center, debt service, basic utilities and other fixed expenses should be
looked at. Then other factors layer in, such as the cost to service business, prepare food,
and take care of clients. Mr. Ray said, therefore, the model should include fixed costs,
variable costs, costs of service, built-in profit, and revenue to develop a profit margin. He
said this profit margin may fluctuate from month-to-month due to prime seasons. Councillor
Vaughn asked who is currently in charge of making the business model decision. Mr.
Wallace answered that ICVA makes a recommendation to the CIB, who then approves any
changes. He added that the current process has been inconsistent, and there needs to be a
consistent methodology, so that decisions can be made more quickly.

Councillor Nytes asked what city-wides mean. Mr. Ray answered that it is a convention term
that means that multiple hotels are being used. Councillor Nytes asked how many rooms are
required to be booked to designate an event as a city-wide. Mr. Ray answered that 1,000
rooms must be booked. Councillor Nytes asked what the geography is of the GILA. Mr. Ray
answered that it covers Marion County and all of the donut counties. Councillor Nytes asked
Mr. Ray to provide the Task Force with information on the demographics of hotel availability
in Marion County and the donut counties, as well as some information on various events and
their impact on hotel supply. Mr. Ray answered in the affirmative, and stated that they call
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that compression. Councillor Nytes said that she believes that is the kind of information that
would be valuable to the Task Force’s future discussion.

Councillor Sanders asked if there is a database used to capture projected taxes that are
being generated from current business. Mr. Ray answered that this has not been a past
practice, but they have done something like that on some of the major events. He said that it
may be possible to go back and obtain estimates from past conventions. Councillor Sanders
said that she believes this would be critical to creating a new model. Mr. Wallace added that
there is research from past conventions that captures how convention delegates spend their
money, where the money is spent, and how much money is spent. He said it is known that
convention delegates spend about 20% of their money on a hotel, about 20% on shopping,
about 20% on food and beverage, and the remainder on transportation and other things. He
said they are able to use this research to inform decisions. Councillor Sanders said that she
would like to see this information, because the money actually goes to the State, and the City
has to estimate what is believed to be spent. Mr. Wallace said that the CIB primarily looks at
hotel and motel and food and beverage taxes, which only represent about 42% of the total
spend. He said that the sales tax, not including income or property tax, is 7% and applies to
85% to 90% of every dollar spent.

[Clerk’s note: Councillor Nytes left at 6:55 p.m ]
Councillor Sanders asked if people attending conventions could get some kind of card to use
at other businesses as an attempt to capture the business brought in by conventions. Mr.
Ray said that is a good suggestion, but he is not sure if that can be done. He said that
business owners generally know how much of their business is attributed to conventions.

There being no further business, and upon motion duly made, the meeting was adjourned at
6:57 p.m.

Respectfully Submitted,

Michael McQuillen, Chairman

MM/nsm



Indianapolis Convention B Visitors Association
Room-Night Booking Analysis and Estimate

December 1, 2009

Exhibit A

[T2009 1 2010 | 2011 2012 3613 ] 2014 | 2015 |
LCurrent Resource Level!
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Exhibit C

City Council — Radcliffe Study Overview

Thank you for opportunity to share the view point of the hotel community
The Best Practices review helped us verify our feelings, insights and observations of the difficulties
the ICV A sales team is facing in trying to close business for the city.
We believe the existing model and selling practices were effective at one time but no longer are
acceptable. The $750K fund approach worked for many years but the fund for future years has been
maxed out and because of this there is reduced flexibility to discount or make deals as needed.
As the city has expanded and the economy has changed, it has made our model outdated and makes
our city less competitive.
With more hotel inventory coming into the market it is critical that we close on all business leads.
We believe the selling process changes need to happen to give our [CVA sales team the best chance
to be most successful and to have a higher booking success rate.
The key findings summarize many of the concerns we have and recommended changes.
The three biggest concerns are:
Yield Management is needed to maximize our revenue opportunities
No yield management practices are in place now. Building rent pricing is fixed and does not
flex and price increases have been set a 5% each year.
Yield management is the basic concept of discounting during low demand and charging a
premium during high demand times.
Hotel rooms and airlines have practiced this for years.
Use this practice to layer in or stack groups over demand times to maximize revenues.

Total anticipated spend — Evaluation of Business

Global business value should be evaluated based on the total spend and taxes generated for
the CIB, not just on one component. l.e. convention center rent. Hotels practice this concept.
Flexibility in pricing or discounting may make sense if it generates enough overall business
revenues and thus taxes for the CIB.

Revenue and profit evaluation models can be generated to demonstrate if a piece of business
makes sense to book even with the discounts applied.

This process helps us understand the quality of the business and will allow deal making or
discounting in the sales process to respond to our clients needs and keep our bid competitive.

Speed to market

This is crucial that we are responsive to stay competitive. Decisions need to be quick!

CIB has assisted recently as business cases were made for discounting above the fund max
and this has proven effective to contract the groups.

But, it is not practical to have to secure approval from the CIB each time an opportunity to
contract business requires discounting. The time to gain approval will ultimately cause us to
lose business.

Guidelines and flexibility are needed so decisions can made quickly by the ICVA sales team.
Accountability and review of the business reason for the discounts must be maintained.
Hotel example — SSG guidelines for rates by date; F&B discounts up to 15% at sales
manager discretion - above that requires the F&B Director and GM.

Joint performance objectives that align senior management at ICVA and ICCLOS



